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SAUDI ARABIA: KEY ECONOMIC INDICATORS 


All values in millions of current U.S. 
dollars unless otherwise indicated 


Exchange Rate: Percent 

1976 US$1.00=SR 3.530, Change 

1977 US$1.00=SR 3.525 LgoT7 1977/76 1978° 
1978 US$1.00=SR 3.400© 


INCOME AND PRODUCTION 


GDP* 

GDP per capita* 

Non-Oil GDP* 

Non-Oil GDP (1975 prices) * 

Crude Oil Production 
(million bbl/day) 


MONEY, BUDGET, PRICES 


Money Supply (year-end M3) 
Public Finance 
Budgeted Expenditures* 

Of which Investment Budget* 
Actual Expenditures (Total) * 
Budgeted Revenues* 

Actual Revenues* 

Of which Oil Revenues* 

Cost of Living Index (1970=100) 
Non-Oil GDP Deflator (1970=1.00) 


TRADE AND BALANCE OF PAYMENTS 


Official (SAMA) Gold and 
Foreign Exchange Reserves 271,025 30,034 $12.4. Ley. 027 
SAMA “Other Assets" 22,564 25,072 2/+11.1 N/A — 
Current Account Balance +17,500 +18,000© + 2.9 + 6,000 
Exports (FOB) 35,380 40,930 +15.7 34,000 
U.S. Share (%) 13 15 +15.0 
Imports (CIF) 13,209 17,000° +28.7 
U.S. Share (%) 22 24° 9.0 


Principal Imports from U.S.: cars and trucks; aircraft; cereals and 
preparations; electric power equipment; construction and mining 
equipment; heating and cooling equipment. 


*Saudi Fiscal Year 1976 - July 10, 1975 to June 27, 1976 
1977 - June 28, 1976 to June 17, 1977 
1978 - June 19, 1977 to June 6, 1978 

1/ January - July 1978 

2/ First Quarter Statistics 


Sources: Saudi Arabian Monetary Agency; Ministry of Finance 
Central Department of Statistics; International Monetary 


Fund. 





SAUDI ARABIA 
SUMMARY 


The world oil glut and consequent slowdown in the petro- 
leum sector has been the dominant influence on the Saudi 
economy this year. Decreasing oil revenues have brought 
the government budget and external accounts more closely 
into balance and accounted for a leveling off in GNP 
growth. Oil output and exports for the first half of 
1978 were running a fifth below 1977 rates. Despite a 
dynamic non-oil sector which has grown at an almost 

20 percent annual rate in real terms during the past 

few years, it is unlikely that FY-1979 GDP will show a 
marked increase over the FY-1978 level unless oil output 
rebounds. The combination of increasing imports of 
goods and services with the oil revenue decline should 
result in reducing the previously huge current account 
surplus to around a third of that recorded in 1977. 
Expenditures effected to implement the 1975-80 five-year 
plan have exceeded all expectations. Hence, government 
budget surpluses chalked up in the recent past are 
likely to evaporate in the face of increased planned 
outlays, enhanced absorptive capacity and the oil 
revenue downturn. 


While economic performance this year may not be up 

to the stellar Saudi standards of recent years, this 
market remains the most interesting in the Middle East 
for U.S. exporters. Given current fiscai stringency, 
somewhat more realism and patience in contract negotia- 
tions with the government may be required than in the 
past. Attractive opportunities are, however, still 
available, particularly in joint ventures with Saudi 
companies. U.S. exports should, despite increasing 
European and Asian competition, show healthy growth 
again in 1978-79. 


CURRENT ECONOMIC SITUATION AND TRENDS 


In a one product economy such as is the case in Saudi 

Arabia, developments in the oil market overwhelm other 

trends. The fall in petroleum output and sales this 

year is reflected in lower GNP, exports, and government 
revenues. As a consequence the current account and 

government budget are moving rapidly toward equilibrium 

after several years of huge surpluses. When the world 

economy recovers enough to firm up oil demand, a corresponding 
upswing can be expected. 





GENERAL ECONOMIC DEVELOPMENTS 


Despite rapid growth in the non-oil private and public 
sectors and a lull in oil production, Gross Domestic 
Product (GDP) in Saudi Arabia remains dominated by the 
petroleum industry. However, the non-oil sector has 

been extremely dynamic and accounted, according to 
preliminary Embassy estimates, for almost two thirds 

of the growth in FY-1978 GDP. The increase in non-oil 
output, particularly marked in the private sector, is 

an indication of the success of Saudi policy to move 
toward diversification of the economy. Given the 
relatively low number of workers involved directly in 

the capital-intensive oil sector, probably less than 

five percent of the labor force, developments in the 
non-oil sector are a much more representative reflection 
of the general economic situation as perceived by most 
residents of the Kingdom than the more inclusive GDP 
figures. By far the largest of the non-oil industries 

has been construction which has, until recently, blossomed 
in the wake of spectacular public and private sector demand. 
Given the current oversupply of residential units in many 
areas of the country, coupled with apparently moderating 
government demand in FY-1979, it appears unlikely that 
annual real rates of growth in the housing sector of the 
construction industry will approach the twenty percent 
levels of the past few years. Non-residential construction 
has been less affected by this trend. 


In general, it seems that non-oil GDP growth is returning 
to realistic sustainable rates after the "boom-town" 
atmosphere of the past few years. It is important to 
emphasize at this point that this cooling down of the 
economy from a chaotic level of expansion by no means 
implies a recession but rather a return to rates of 
growth still envied by the rest of the world. Saudi 

and foreign businessmen in the Kingdom have, however, 
shown some alarm at the slackening. 


Overall GDP was up a quarter in FY-1977 but should show 
a lower rate of growth in FY-78 and, unless oil sales 
pick up significantly and soon, may show only marginal 
progress in FY-79. Few nations would, however, complain 
about maintaining GDP at the $10,000 per capita level. 





OIL SECTOR DEVELOPMENTS 


The fall in production and exports due to weak world demand 
has dominated the oil scene. Output has declined about a 
fifth this year to levels well below the 8.5 million barrels 
per day production ceiling imposed by the government. Signs 
of the impact of this output and revenue decline on non-oil 
sectors of the economy are already becoming apparent. 


The government has directed Aramco to sell a higher propor= 
tion of heavy crude oil, and correspondingly less 34” API 
Arabian light (the latter is limited to 65 percent of total 
production). Since Aramco's production ceiling is about 
8.5 million b/d, production of Arabian light can be no 

more than about 5.5 million b/d, or about one million b/d 
less than in 1977. The government's motive is thought to 
combine an attempt to move some of the less popular heavy 
crudes, which are destined to become a greater proportion 
of Saudi production in coming years, and to conserve the 
lighter crudes. In a recent interview, Petromin chief 
Abdelhady Taher noted that the light/heavy production 
ratio is slated to increase progressively from the present 
65/35 to 50/50 some time in the late 1980's. 


In the same interview Taher outlined Aramco expansion 

and investment plans. Aramco is to finance the capital 
expenditures required to increase sustainable production 
capacity to 12 million barrels per day entirely with 
internally generated funds. No funds from the general 
government budget are to be allocated for such investment. 
The capacity expansion from 11 to 12 million barrels per 
day sustainable capacity should, according to Taher, be 
onstream in the early 1980's. 


PUBLIC FINANCE 


The recent public announcement of a drawdown in Saudi 

reserves to fund current expenditures highlights the magni- 
tude of the turnaround in the financial situation in FY-1979 
(June 1978 to May 1979). Government spending allocations, 
held constant for the past three budget years, were increased 
17 percent to over $38 billion for FY-79. A number of factors 
point to the conclusion that most, if not all, of the amount 
budgeted could be spent. Port congestion has eased consid- 
erably and the supply of required imports therefore facilitated. 
Ministries have had time to gear up for higher expenditure 
levels by preparing studies and tenders for projects during 
the past three years while being constrained by a budget 
which remained constant. The necessary corps of skilled 
advisors and consultants has been assembled by various 





ministries toassist in bid evaluation and contract 
supervision. A lively domestic construction and general 
contracting industry has developed. In short, the efforts 

of the past few years to increase “absorptive capacity" 

-- the ability to spend oil revenues for domestic development 
-- have come to fruition. Perhaps the best indication of 

the progress in absorptive capacity is last year's spending 
record -- over 95 percent of budget expenditures were 
actually spent. 


This increase in budgeted expenditures, and the ability to 
disperse them, coincided, however, with the drop in oil 
revenue. It appears that at present production rates, 

the Saudi government is faced with the prospect of either 
trimming budgeted expenditures or drawing on its vast pool 
of foreign assets. Preliminary indications point to a 
policy mix including both measures. Businessmen have 
uniformly been reporting slowdowns in contract negotiations 
and awards. Public announcement of a reserve drawdown 
appeared in September. While official information on 
government accounts will not be available for at least a 
year, increasing fiscal stringency is obvious. Given the 
normal pattern of increased oil production and exports 

in the closing months of the year, this situation is 
likely to be attenuated this winter. The extent to which 
current revenues during the first half of 1979 are likely 
to meet levels anticipated in the budget will depend on 
world market conditions and on the outcome of the December 
OPEC meeting. 


INF LATION 


The oil boom of 1974-76 resulted in staggering rates of 
inflation, housing shortages and port congestion. Energetic 
government efforts to curb these problems during 1977 proved 
quite effective. Stringent enforcement of measures designed 
to streamline port operations in Jidda and Dammam, coupled 
with expansion of facilities, has eliminated once lengthy 
vessel waiting times and relieved severe shortages of many 
products. The housing market has softened considerably 

with many units now standing empty in major cities. The 
Saudi government has imposed price controls on an increasing 
number of goods at the wholesale and retail level. Bids to 
government entities are being scrutinized more carefully 

as price becomes a growing concern. The best measure of 
overall price trends in the economy, the non-oil GDP deflator, 
was halved in FY-1977 from the 1976 figure of over forty 
percent. (This factor is the number used to translate 
current non-oil output of the economy into constant terms 





for year to year comparisons.) Initial indications point 
to an even lower figure for FY-78. The consumer price 
index, a less broadly based indicator, also showed a 
significant decline between FY-76 and FY-77 and is likely 
to reach the single digit level in FY-78. The moderate 
increase in budgeted expenditures, especially given the 
apparent slowdown in actual outlays, seems unlikely to 
rekindle serious inflation in the near future. 


INTERNATIONAL TRADE AND PAYMENTS 


The combination of lower oil revenues, increased imports 

of goods and services and rising transfer payments stemming 
largely from foreign workers' remittances to their home 
countries, should lead to a sharply reduced current account 
surplus in 1978. Oil exports alone could fall as much as 
$5 to $7 billion this year while the cost of imports (CIF) 
stand to increase at least $4 billion over 1977 levels. 

The combination of these trends is likely to reduce the 
Saudi current account surplus to a third of that registered 
in 1977. Developments beyond 1978 hinge on overall growth 
trends in the world economy and the consequent market for 
crude petroleum, as well as on future oil price levels and 
the pace of Saudi development. 


OUTLOOK 


With reserves and "other assets" ample to cover almost two 
years' government expenditures or three years' imports, the 
financial position of Saudi Arabia remains one of the strongest 
in the world. The rapid movement of the government budget 
and current account toward balance, after years of huge 
surpluses, is a healthy development both for Saudi Arabia 
and the world economy. The downturn in oil revenue is 
likely to be temporary but has at least had the salutary 
effect of focusing attention on fiscal management. During 
the past three years the Saudi government's major economic 
policy objective was to eliminate bottlenecks to absorptive 
capacity and throttle inflation. The exercise has been 

very successful, paving the way to sustainable rates of 
growth with minimum price rises. This year's objective 
seems to be one of heavy concentration on fiscal management, 
unnecessary during the past few years when current revenues 
vastly outstripped the ability to put them efficiently to 
use for domestic development but now critical as current 
inflows more closely match outflows. As revenues and develop- 
ment increase over the next few years the lessons learned as 
a result of the problems encountered in 1977 and 1978 will 
serve the Kingdom well in its drive to modernize and develop. 





IMPLICATIONS FOR THE UNITED STATES 


Even in a lackluster year by recent Saudi standards, this 
market remains the most promising in the Middle East for 

U.S. exporters. The Kingdom will have to import the bulk 

of the inputs it requires for development for at least the 
next decade. Private sector imports will probably be most 
active in the short term, though somewhat less concentrated 
in the construction materials field as supply in the housing 
sector has moved into closer alignment with demand. On the 
government side, recent reports of slowdowns in negotiations, 
contract awards and project implementation point to a tempo- 
rary cooling of demand stemming not only from declining oil 
revenues but also from over-buying during the boom period. 
However, the public sector will remain the principal client 
over the long pull and U.S. firms should not be discouraged 
by a lack of willingness at this time to proceed with projects 
at the most expeditious pace. Along with delays, more care- 
ful scrutiny of the price factor in bids is being reinforced, 
as well as the quality of the bidding firms. 


Best prospects for U.S. suppli2rs to Saudi Arabia include: 
turn-key operations for light manufacturing or assembly, 
business equipment including computers and peripherals, 
finish materials for building construction, equipment for 
materials handling, electrical power, communications, health 
care, drilling for hydrocarbons and water, aviation and 
avionics, air/water filtration and purification, refrigera- 
tion, navigation and traffic control, dry-lands agribusiness 
technology, household and institutional furnishings, and 
consumer goods new to the market, such as convenience foods, 
luxury and leisure goods, and decorative items. 


Doing business in Saudi Arabia is not easy. Persistence, 
patience and tact are indispensable, and sound business 
practices are as applicable in the Kingdom as in the 

United States. Catalogs and company literature will not 

sell the product here as they may elsewhere. Nor will a 
flying visit of but a few days. This market is best sold 

by perseverence. Aside from the general familiarity with 
U.S. goods and the eased entree this offers to U.S. firms, 
the Saudi market is wide open. U.S. firms should, however, 
be prepared to respond quickly and to expect tough competi- 
tion, particularly on delivery terms, from European and 
Japanese companies. The devalued dollar will afford an 
advantage to U.S. suppliers only if promotion of sales is 
begun soon. Joint ventures with majority Saudi participation 
benefit from tax advantages and are not subject to limitations 
imposed by Saudi agency law. Many foreign firms have decided 
that the joint venture route is the best way to assure a 
permanent presence in the Saudi market. 


* U. S, GOVERNMENT PRINTING OFFICE : 1978—281-058/59 
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